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S?:fo?_ft:)h;zgg;en(t);cg; dlf;:k Defendants’ Order Entry Activity
08:02:34.360 08:02:34.576 — 08:02:34.918
ORDER BOOK OYSTACHER
P Buy Buy Sell Sell Buy Buy Sell Sell
Orders Contracts Orders Contracts | Orders  Contracts Orders Contracts
3.675 29 135
3.674 20 33
3.673 17 38
3.672 18 32 - -
3.671 5 9 ST s e () 3he s
3.670 8 18 e
3.669 18 26
3.668 19 33
3.667 22 32
3.666 15 24
TOTALS: 82 133 89 249 7 103
72, Defendants’ seven spoof orders increased the visible market depth (measured in

contracts offered) at the best offer price by more than 1100% compared to what was visible to

market participants at that same price before Defendants placed these spoof orders.

73.  After Defendants’ spoof orders appeared in the order book, other market participants

placed orders to sell, and a new best sell/offer price of $3.670 was established, as shown below:
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State of the Visible Order Book
After Defendants’ Orders

08:02:34.951
ORDER BOOK
Price Buy Buy Sell Sell
Orders Contracts Orders Contracts
3.674 19 34
3.673 17 32
3.672 21 41
3.671 16 119
. 3.670. v -3 3
3,669 9 21 ‘ '
3.668 23 39
3.667 20 30
3.666 17 25
3.665 13 28
TOTALS: 82 143 76 229

74.  The market for natural gas futures at 8:02:35.281 a.m., immediately before

Defendants canceled their spoof orders, looked as follows:

State of the Visible Order Book
Prior to Defendants’ Cancels
08:02:35.281
ORDER BOOK

Price Buy Buy Sell Sell

Orders Contracts Orders Contracts
3.674 20 35
3.673 19 34
3.672 21 41
3.671 18 121
3.670 4 4
3.669 9 21
3.668 23 39
3.667 20 30
3.666 17 25
3.665 13 28

TOTALS: 82 143 82 235
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75. At 8:02:35.304 a.m., market data reflects that Defendants canceled their seven spoof
orders at $3.671, although they had been pending less than 750 milliseconds, and none had resulted
in any fills. Market data indicates that over the next three milliseconds, Defendants aggressively
“flipped” and crossed the spread by placing two buy orders for a total of 50 contracts at a price of
$3.671. Because Defendants’ flip orders to buy would have been matched against their pending
spoof orders to sell at the same price, the avoid orders that cross function in their trading platform
automatically canceled these spoof orders. In this example, Defendants were able to almost
simultaneously place new order(s) and cancel existing opposite orders at the same or better price
with a single button push.

76.  Over the next ten seconds, Defendants’ aggressive flip orders to buy 50 contracts
were filled with 39 contracts at $3.671 and 4 contracts at 3.670. About a second after the last fill,
Oystacher and 3 Red canceled the remaining portion of one of the flip buy orders.

77.  The following table illustrates Defendants’ cancel and flip activity as well as the

state of the Order Book at 08:02:35.309 a.m., after Defendants’ flip orders had been mostly filled

and subsequently canccled:
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State of the Visible Order B00¥{ Defendants’ Cancel & Flip Activity
After Defendants’ Cancel & Flip 08:02:35.304 — 08:02:35.307
08:02:35.309
ORDER BOOK OYSTACHER
Pri Buy Buy Sell Sell Buy Buy Sell Sell
rice Orders Contracts Orders Contracts Orders Contracts Orders  Contracts
3.676 19 s
3.675 26 132
3.674 20 35
3.673 18 33
3.672 18 38 A Lol R pa
3.671 1 1 2y e nSIsanans
3.670 3 4
3.669 15 28
3.668 23 39
3.667 20 30
TOTALS: 62 102 101 315 2 50

78.  After Defendants’ flip orders were mostly filled and then partially canceled, the new
lowest sell price was $3.672. Use of the spoof orders in this instance enabled Defendants to
purchase 43 contracts, most at a price not previously available.

b. E-Mini S&P 500 on January 6, 2014

79. At 02:01:45.702 p.m., on January 6, 2014, Oystacher and 3 Red were long 130 E-
Mini S&P 500 futures contracts, with additional pending orders to sell 3,279 contracts and orders to
buy 124 contracts. Beginning at 2:01:47.260 p.m., Defendants proceeded to place two visible spoof
orders to sell a total of 921 contracts behind other resting orders at the existing best offer price of

$1824.00, as illustrated below:
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State of the Visible Order Book
Prior to Defendants’ Orders

Defendants’ Order Entry Activity
2:01:47.260 - 2:01:47.270

2:01:47.256
ORDER BOOK OYSTACHER
Price Buy Buy Sell Sell Buy Buy Sell Sell
Orders Contracts Orders Contracts | Orders Contracts Orders  Contracts
1825.00 151 1442
1824.75 175 1587
1824.50 174 1368
1824.25 103 1339
1824.00 9 34
1823.75 131 615 ‘
1823.50 183 923
1823.25 197 1076
1823.00 163 1122
1822.75 175 1025
TOTALS: | 849 3838 612 5770 2 921
80. Defendants’ spoof orders increased the visible market depth (measured in contracts

offered) at the best offer price by more than 2,700% compared to what was visible to market

participants at that same price before Oystacher and 3 Red placed the spoof orders.

81.

After Defendants’ spoof orders appeared in the order book, other market participants

placed similar orders to sell at $1,824.00, as shown below at 02:01:47.271 p.m.:
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State of the Visible Order Book
After Defendants’ Orders
02:01:47.271

ORDER BOOK
Price Buy Buy Sell Sell
Orders Contracts Orders Contracts
1825.00 151 1442
1824.75 175 1587
1824.50 174 1368
1824.25 | ; 104 1345
1824.00 ' 32 998
1823.75 122 - 5879
1823.50 182 922
1823.25 197 1076
1823.00 163 1122
1822.75 175 1025
TOTALS: | 839 4724 636 6740

82, The E-Mini S&P 500 futures market at 02:01:47.561 p.m., immediately before

Oystacher and 3 Red canceled their spoof orders, looked as follows:

State of the Visible Order Book
Prior to Defendants’ Cancels
02:01:47.561
ORDER BOOK
Price Buy Buy Sell Sell
Orders Contracts Orders Contracts
1825.00 149 1439
1824.75 176 1590
1824.50 174 1368
1824.25 109 1381
1824.00 : - 36 1008
~1823.75 1 110 538 :
1823.50 182 922
1823.25 197 1076
1823.00 163 1122
1822.75 175 1025
TOTALS: | 827 4683 644 6786
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83. At 02:01:47.667 a.m., market data reflects that Oystacher and 3 Red canceled their
two spoof orders at $1,824.00, although they had been pending for about 400 milliseconds, and had
not resulted in any fills. Market data indicates that 1 millisecond later, Defendants aggressively

| “flipped” and crossed the spread by placing a buy order for 264 contrabts at a price of $1824.00.
Because Defendants’ flip order to buy would have been matched to their pending spoof orders to
sell at the same price, the avoid orders that cross function in their trading platform automatically
canceled their spoof orders. In this example, Defendants, with a single button push, were once
again able to almost simultaneously place a new order and cancel an existing order at the same or

better price.

84.  Over the next four seconds, Defendants’ aggressive flip order to buy 264 contracts
was filled at a price of $1824.00.
85.  The following table illustrates Defendants’ cancel and flip activity as well as the

state of the Order Book at 02:01:47.669 a.m., after Defendants’ flip order has been entered:
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State of the Visible Order Book
After Defendants’ Cancel & Flip

Defendants’ Cancel & Flip Activity
02:01:47.667 — 02:01:47.668

02:01:47.669
ORDER BOOK OYSTACHER
Pri Buy Buy Sell Sell Buy Buy Sell Sell
e Orders Contracts Orders Contracts Orders Contracts Orders Contracts

1825.25 142 1353
1825.00 149 1439
1824.75 176 1590
1824.50 174 1368 i
1824.25 110 1382 e
1824.00 6 197 BTy e e
1823.75 116 569
1823.50 182 922
1823.25 197 1076

1823.00 163 1122

TOTALS: 664 3886 751 7132 1 264
86.  After Defendants’ flip order was filled, the new lowest sell price was $1,824.25.

Use of the spoof orders in this instance enabled Defendants to purchase 264 contracts, most at a

price not previously available. After the immediate executions triggered by their flip, Defendants

now possessed a long position of 218 with resting orders to sell 3,279 contracts. After fully

executing these flip orders, Defendants held a long position of 393 contracts with resting orders to

sell 3,278 contracts.

D. Ovystacher and 3 Red Intended to Cancel their Spoof Orders Before Execution

87.

Defendants’ pattern of placing visible passive (spoof) order(s) for a large number of

contracts, at or near the best bid or offer price, then simultaneously canceling them and flipping to

aggressively take the other side of the market at the same or better price demonstrates their intent, at

the time they placed them, to cancel these spoof orders prior to execution.
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88.  Defendants did not merely change their mind as to the direction of the market so
quickly, so often, and with such precision, but rather intended to cancel these orders at the time they
were placed.

89.  Oystacher’s and 3Red’s intent to cancel the spoof orders before execution is further
demonstrated by the difference between the fill and cancellation rates for Defendants’ passive spoof
orders identified in Exhibit A compared to the aggressive flip orders which followed them. The

following table displays the respective fill and cancellation rates between Defendants’ passive spoof

orders and aggressive “flip” orders:

Copper 0.89% 99.11% 44.30% 55.70%
Crude Oil 1.87% 98.13% 69.83% 30.17%
Natural Gas 0.51% 99.49% 50.76% 49.24%
VIX 0.94% 99.06% 37.53% 62.47%
E-Mini S&P 500 — 0.17% 99.83% 55.20% 37.90%
June 2013

E-Mini S&P 500 - 0.57% 99.43% 69.39% 27.81%
Dec. 2013; Jan. 2014

E. Oystacher and 3 Red Employed a Manipulative and Deceptive Device or Contrivance
as Part of their Spoofing Scheme in Each Futures Market

90. Defendants’ use of the avoid orders that cross function to virtually simultaneously
cancel their spoof orders and flip to aggressively take the other side of the market (and trade with
those induced to enter the market by the initial orders they canceled), constitutes employment of a

device, scheme, artifice, or contrivance that was both deceptive and manipulative.
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91.  Defendants’ spoofing strategy was deceptive in that their placement and cancellation
of large orders was not intended to result in the execution of these orders, but rather to create the
false impression of sudden book pressure on one side of the market, so as to fraudulently induce
other market participants to place orders at prices they otherwise would not have placed under
regular market conditions, absent Defendants’ spoofing. Their use of this strategy was
manipulative in that it was intended to create the false appearance of market depth and book
pressure and thereby affect the balance, number, and prices of buy and sell orders in the market in a

manner to benefit Oystacher and 3 Red.

V. VIOLATIONS OF THE CEA

COUNT ONE
SPOOFING BY OYSTACHER AND 3 RED
92.  Paragraphs | through 91 are realleged and incorporated herein by reference.

93.  Section 4c(a)(5)(C) of the Act, 7 U.S.C. § 6¢c(a)(5)(C) (2012), makes it illegal for

any person to engage in trading or conduct on a registered entity that is of the character of or
commonly known to the trade as “spoofing.”

94.  Opystacher and 3 Red engaged in spoofing during the relevant period by, among other
things, bidding or offering with the intent to cancel the bid or offer before execution, while placing ,
* orders during the relevant period, including the following orders referenced in Exhibit A: |

(a) at least 1,633 orders in the COMEX copper contract on Globex with the intent to cancel
the orders before execution on December 1, 2, 5-9, 12-16, 19, and 20, 2011.

(b) at least 1,102 orders in the NYMEX crude oil contract on Globex with the intent to
cancel the orders before execution, on May 7 and 9-11, 2012,

(c) at least 1,574 orders in the NYMEX natural gas contract on Globex with the intent to
cancel the orders before execution, on November 30 and December 3-4, 2012.

(d) at least 284 orders in the CFE VIX contract with the intent to cancel the orders before
execution, on February 19-22, 25-28 and March 1, 4-7, 11-12, 18-21, 2013,
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(e) at least 614 orders in the CME E-Mini S&P 500 contract on Globex with the intent to

cancel the orders before execution, on June 11 and 12, 2013, as well as December 16-19,

2013 and January 6-10, 2014,

Oystacher and 3 Red submitted and canceled these orders to create a false appearance of market
depth and book pressure. Accordingly, Oystacher and 3 Red violated Section 4c(a)(5)(C) of the
Act, 7 U.S.C. § 6¢(a)(5)(C) (2012).

95.  Each order for futures that Oystacher and 3 Red placed as part of their spoofing
scheme, constitutes a separate violation of Section 4c(a)(5)(C) of the Act, 7 U.S.C. § 6¢c(a)(5)(C)
(2012).

96.  Section 2(a)(1)(B) of the Act, 7 U.S.C. § 2(a)(1)(B) (2012), provides that the act,
omission or failure of any official, agent, or other person acting for any corporation within the
scope of his employment shall be deemed the act of the corporation. Because the actions of the
officers, employees and agents of 3 Red, including, but not limited to Oystacher, that violated
Section 4¢(a)(5)(C) of the Act, 7 U.S.C. § 6¢(a)(5)(C) (2012), were within the scope of their
employment, 3 Red is liable for those acts constituting violations pursuant to Section 2(a)(1)(B) of
the Act, 7 U.S.C. § 2(a)(1)(B) (2012).

97.  Oystacher controlled 3 Red, directly and indirectly, and did not act in good faith or
knowingly induced, directly or indirectly, the acts of 3 Red that constitute the violations alleged in
this Count; therefore, pursuant to Section 13(b) of the Act, 7 U.S.C. § 13¢c(b) (2012), Oystacher is

liable as a controlling person for the violations by 3 Red of Section 4c(a)(5)(C) of the Act, 7 U.S.C.

§ 6¢c(a)(5)(C) (2012),
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COUNT TWO

EMPLOYMENT OF A MANIPULATIVE AND DECEPTIVE DEVICE,
SCHEME OR ARTIFICE BY OYSTACHER AND 3 RED

98.  Paragraphs 1 through 91 are realleged and incorporated herein by reference.

99.  Section 6(c)(1) of the Act, 7 U.S.C. § 9(1) (2012), and Regulation 180.1, 17 C.F.R.
§ 180.1 (2014), make it unlawful to employ, or attempt to use or employ any manipulative device,
scheme, or artifice to defraud in connection with a contract for future delivery on a registered entity.

100.  Oystacher and 3 Red employed or attempted to use or employ a manipulative or
deceptive device, scheme, or artifice to defraud, by placing passive orders for a large number of
contracts on one side of the market to create the false impression of increased market depth and
book pressure in order to fraudulently and manipulatively induce other market participants to place
orders for contracts at price levels that they would not have placed but for the spoof orders.
Oystacher and 3 Red then misused the avoid orders that cross functionality to virtually
simultaneously cancel their spoof orders and flip to aggressively take the other side of the market
(and trade with market participants induced to place orders similar to the spoof orders before other
market participants became aware that they were spoof orders). Defendants did this during the

relevant period, including:

(a) at least 288 times in the COMEX copper market on December 1, 2, 5-9, 12-16, 19, and
20, 2011.

(b) at least 324 times in the NYMEX crude oil market on May 7 and 9-11 2012.

(c) at least 330 times in the NYMEX natural gas market on November 30 and December 3-
4,2012.

(d) at least 89 times in the CFE VIX market on February 19-22, 25-28, and March 1, 4-7,
11-12, 18-21, 2013.

(e) at least 285 times in the CME E-Mini S&P 500 market on June 11 and 12, 2013, as well
as December 16-19, 2013 and January 6-10, 2014,
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101.  Oystacher and 3 Red knew or recklessly disregarded that their manipulative and
deceptive spoofing strategy would create the false appearance of increased market depth and book
pressure, thus luring market participants to place orders based on Defendants’ spoofing.
Accordingly, Oystacher and 3 Red violated Section 6(c)(1) of the Act, 7 U.S.C.§ 9(1) (2012), and
Regulation 180.1, 17 C.F.R. § 180.1 (2014).

102. Each time that Oystacher and 3 Red engaged in this conduct constitutes a distinct
and separate violation of Section 6(c)(1) of the Act, 7 U.S.C.§ 9(1) (2012), and Regulation 180.1,
17 C.F.R. § 180.1 (2014).

103.  Section 2(a)(1)(B) of the Act, 7 U.S.C. § 2(a)(1)(B) (2012), provides that the act,
omission or failure of any official, agent, or other person acting for any corporation within the
scope of his employment shall be deemed the act of the corporation. Because the actions of the
officers, employees and agents of 3 Red, including, but not limited to Oystacher, that violated
Section 4¢(a)(5)(C) of the Act, 7 U.S.C. § 6¢(a)(5)(C) (2012), were within the scope of their
employment, 3 Red is liable for those acts constituting violations pursuant to Section 2(a)(1)(B) of
the Act, 7 U.S.C. § 2(a)(1)(B) (2012).

104,  Oystacher controlled 3 Red, directly and indirectly, and did not act in good faith or
knowingly induced, directly or indirectly, the acts of 3 Red that constitute the violations alleged in
this Count; therefore, pursuant to Section 13(b) of the Act, 7 U.S.C. § 13c(b), Oystacher is liable as
a controlling person for the violations by 3 Red of Section 6(c)(1) of the Act, 7 U.S.C.§ 9(1) (2012),

and Regulation 180.1, 17 C.F.R. § 180.1 (2014).
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V1. RELIEF REQUESTED
WHEREFORE, the Commission respectfully requests that this Court, as authorized
by Section 6c¢ of the Act, 7 U.S.C. § 13a-1 (2012), and pursuant to the Court’s own equitable

powers, enter:

a) An order finding Oystacher and 3 Red liable for violating Sections 4c(a)(5)(C) and
6(c)(1) of the Act, 7 U.S.C. §§ 6¢c(a)(5)(C) and 9(1) (2012), and Regulation 180.1, 17 C.F.R. §

180.1 (2014);

b) An order of permanent injunction prohibiting Defendants and any of their affiliates,
agents, servants, employees, successors, assigns, attorneys, and persons in active concert with

Defendants, from directly or indirectly:

@ engaging in conduct in violation of Sections 4c(a)(5)(C) and 6(c)(1) of the Act,

7 U.S.C. §§ 6¢c(a)(5)(C) and 9(1) (2012) and Regulation 180.1, 17 C.F.R. § 180.1
(2014);

(i)  trading on or subject to the rules of any registered entity (as that term is defined in
Section 1a of the Act, 7 U.S.C. § la (2012));

(ili)  entering into any transactions involving “commodity interests” (as that term is
defined in Section 1.3(yy) of the Act), 7 U.S.C. § 1.3(yy) (2012)), for Defendants’
own accounts or for any account in which they has a direct or indircect interest;

(iv)  having any commodity interests traded on Defendants’ behalf;,

(v)  controlling or directing the trading for or on behalf of any other person or entity,
whether by power of attorney or otherwise, in any account involving commodity

interests;
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(vi)  soliciting, receiving, or accepting any funds from any person for the purpose of
purchasing or selling any commodity interests;

(vii) applying for registration or claiming exemption from registration with the
Commission in any capacily, and engaging in any activity requiring such
registration or exemption from registration with the Commission, except as
provided for in Regulation 4.14(a)(9), 17 C.F.R. § 4.14(a)(9) (2014);

(viii)  acting as a principal (as that term is defined in Regulation 3.1(a), 17 C.F.R.

§ 3.1(a) (2014)), agent or any other officer or employee of any person registered,
exempted from registration or required to be registered with the Commission
except as provided for in Regulation 4.14(a)(9), 17 C.F.R. § 4.14(a)}(9) (2014);

c) Enter an order directing Defendants to pay civil monetary penalties, to be assessed
by the Court, in an amount not to exceed the higher of $1,000,000 or triple the monetary gain to
them for each violation of Section 6(c)(1) the Act and Regulation 180.1, as well as an amount not to
exceed the higher of $140,000 or triple the monetary gain to them for each violation of the other

provisions of the Act and regulations described herein;

d) Enter an order providing for such other and further remedial and ancillary relief,
including, but not limited to, disgorgement and trading and registration bans, as this Court may

deem necessary and appropriate; and;

e) Enter an order requiring Defendants to pay costs and fees as permitted by 28 U.S.C.

§§ 1920 and 2412(a)(2) (2012).

Dated: October 19, 2015
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Respectfully submitted,

/s/ Elizabeth M. Streit
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